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One of the main priorities of the world today is the 
development of adequate oil and gas reserves. 

This heightened emphasis on energy has added a vital 
new dimension to the prospects of Barnwell Industries. 
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To Our Shareholders: 


The fiscal year ended September 30, 1973 was a positive 
year for Barnwell Industries. Several key factors converged 
to place the Company in an advantageous position for the 
future. 


Net income increased to $443,944 as compared with 
$283,265 for the previous fiscal year. Net earnings per share 
increased to 28 cents per share as compared with 18 cents 
per share. Oil and gas sales increased to $348,160 as com- 
pared with $128,020 for the previous year principally as a 
result of initial production from gas wells in the Peace River 
area of Alberta, Canada. Proven reserves of oll and oil 
equivalent of gas, developed and undeveloped, increased 
during the fiscal year from about 10 million barrels to about 
12 million barrels. Gas production has increased from 
about 76,000 Mcf to about 1 million Mcf. 


The international energy crisis has placed new responsi- 
bilities on all North American companies engaged in oil and 
gas exploration and production. Recent global events 
have underscored the critical value of both existing and 
new sources of energy — particularly oil and gas. Govern- 
ments, private industry and individuals in all industrialized 
nations are aware that certain fuels are in short Supply and 
facing increasingly high demand. Economists and engi- 
neering experts point out that relief may not be attainable 
until the 1980's. 


Barnwell regards its role in the prevailing crisis as a chal- 
lenge and an opportunity to seek ways to utilize to a greater 
extent the Company’s expertise in order to increase pro- 
duction of our substantial proven reserves, and also to 
engage in exploration designed to discover and develop 
additional oil and gas supplies. We see ahead an oppor- 
tunity to help eliminate energy shortages and to enhance 
the Company’s earning power. 


In fiscal 1973, production began in the Peace River region 
of northwestern Alberta. A modern gas processing plant 
has been constructed in this field. This plant is one of the 
largest and most advanced field dehydration refrigeration 
type gas processing plants in Canada and is equipped with 
the most advanced pollution controls. 


Substantial additional work has been done in the Peace 
River area since the end of fiscal 1973, including the drilling 


of additional wells. Further drilling is planned for the months 
ahead to increase the field’s productivity. It is anticipated 
that a maximum production rate approximately 50% higher 
than that prevailing at the end of fiscal 1973 will be reached 
during the current fiscal year. 


The gas from Peace River is being sold to a pipeline com- 
pany under a twenty year contract. Under the contract the 
purchaser has made substantial interest-free advances to 
finance development of the area and these are to be repaid 
over aten year period. After specified amounts of produc- 
tion have been obtained from this field, Barnwell’s interest 
will increase in stages to an average of approximately 9.5% 
of the working interest in the leases In this area. 


As of July 1, 1973, we obtained an increase In the base price 
for Peace River gas from 15 cents per Mcf. to 24 cents per 

Mctf. In January of 1974, the Prime Minister of the Province 
of Alberta announced that there would be a further increase 
in the price of gas at the wellhead expected to be effective 
by July, 1974. 


The rate of oil production from our Provost Project con- 
tinues to be disappointing. We believe that another year or 
two of water injection will be necessary before significantly 
increased production is achieved. As stated in the sum- 
mary of our oil and gas reserves contained elsewhere in 
this report, it is presently estimated that gross probable oll 
reserves are approximately 8,788,500 barrels, with 
Barnwell’s share being approximately 5,859,600 barrels. 
There is a possible recovery of 27,000,000 barrels for the 
entire Provost Unit, of which Barnwell’s share would 

be approximately 18,000,000 barrels. 


As aresult of the success Barnwell has achieved in areas 
such as Peace River, Barnwell intends to continue its turn- 
key development contracts along with its contract drilling 
activities. 


We have been reviewing the available geological informa- 
tion relating to our acreage in the Williston Basin region of 
Montana and North Dakota in order to determine what 
course of action we should adopt with respect to these 
properties. Since most of our holdings in this area are oil 
and gas leases with several more years to run, we have been 
able to observe developments in the area without commit- 
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ting ourselves to a course of action. There has been consid- 
erable activity in this area during the past year, and we have 
benefited from the fact that we could take the time to make 
a thorough study of the area. It is our plan during the current 
year to increase our oil and gas exploration activities in 

the United States, both in the Williston Basin and elsewhere. 


During the year there were no new developments in 
Barnwell’s program for exploring geothermal prospects as 
a source of energy. We still intend, however, to investigate 
this energy source as Our resources will permit. 


In view of the importance of our activities in Canada, 
Barnwell’s Common Stock was listed on the Toronto Stock 
Exchange on January 3, 1974. Our stock continues to be 
listed on the American Stock Exchange. 


Management is grateful for a dedicated staff and the con- 
fidence of our stockholders and associates. We look 
forward to the coming year in anticipation of improved 
earnings as the production from our various oil and gas 
properties increases and we receive the benefit of in- 
creased prices. 


FOR THE BOARD .OF DIRECTORS, 


Respectfully submitted, 


H yb 


Morton H. Kinzler 
January 28, 1974 President 


The new processing plant and gather- 
ing system at Peace River, Alberta, 
Canada, is regarded as one of the 
Province’s most advanced facilities. 
At the heart of the operation is a sub- 
stantial field dehydration refrigeration 
type gas processing complex. At full 
production, it will have a capacity of 
200 million cubic feet per day of raw 
gas intake and 2,000 barrels per day of 
stabilized condensate. Gas is drawn 
from a network of separation satellites 
in the field, which are fed by nearly 
60 miles of pipe. All equipment and 
operating techniques have been de- 
signed to assure maximum protection 
of the environment. Confirmed engi- 
neering estimates indicate that the 
Peace River area contains reserves 
totalling 1.3 trillion cubic feet of gas of 
which Barnwell’s share is 88 billion 
cubic feet. 


Recoverable Oil & Gas Reserves 
As of September 1, 1973 


Gross Proven & Probable Reserves 


Oil Equivalent 
Property Oil Gas of Gas Oil 
(Bbls) (Billion) (Bbls) (Bbls) 
(Cu. Ft.) 

Peace River, (Dunvegan-Belloy), (N.W. Alberta) 12,905,100* eeOOH | 112,974,000 882,810* 

Zama-Rainbow (N.W. Alberta) 8,535,200 50.89 5,271,000 795,300 
Hoss (Petitot) (N.E. British Columbia) 36.89 2,582,000 | 
Garrington (S.W. Alberta) 246,993* 6:23 752,000 | 
Faih-omin Coulee (S.E. Alberta) 1.20 98,000 | 

Red Earth (North Central Alberta) SIC ASe 190,300 
Roncott (South Central Saskatchewan) 284,800 32,600 | 
Manyberries (S.E. Alberta) 9,000,000 335,400 | | 
Plato (S.E. Saskatchewan) 2,519,700 32,300 
Viewfield (South Central Saskatchewan) 84,300 45,000 ; 
Loon Lake (N. Alberta) 304,400 263,300 | 

Fenn-Big Valley (South Central Alberta) 289,400 108,500 
Simonetta (SE. Alberta) = | «°° 2a06000 =) Gg 
Cherhill (S.E. Alberta) 61,700 14,000 | 

Milk River (South Central Alberta) 29,100 22,800 
**Provost (South Central Alberta) 8,788,500 
Totals 33,655,132 W3Siee2 121,677,000 1,859,500 | 

t3ilo2, 098s 882,810* 
Total Proven Developed Oil, Condensate and Oil Equivalent of Gas (Net of Royalties): ............ ccc cece cece eeeeeee 10,470,310 Bbis 
Total Proven Undeveloped Oil, Condensate and Oil Equivalent of Gas (Net of Royalties): ............. ccc cece cece eeeeee 1,624,800 Bbls 
Total Probable Oil, Condensate and Oil Equivalent of Gas (Net of Royalties): . 0.0.0.0... cece eee cece eee ceeeeeeeeaeees 7,470,237 Bbls 


Total Barnwell Proven and Probable Recoverable Oil, Condensate and Oil Equivalent of Gas Reserves (Net of Royalties): . . 19,565,347 Bbls 


“These figures represent condensate reserves associated with gas production, and are totalled separately from oil reserves. | 
**Although engineering studies indicate a potential net recovery of 27 million barrels for the Provost Unit, of which Barnwell’s share : 
would be 18 million barrels, waterflood performance to date indicates that 5.9 million can be considered probable, while the 
remaining potential is considered possible and is therefore not included here. ) 


Barnwell Net (After Royalties) 


Developed Proven Undeveloped Probable 
| Oil Equivalent Oil Equivalent Oil Equivalent 
3as of Gas Oil Gas of Gas Oil Gas of Gas 
lion) (Bbls) (Bbls) (Billion) (Bbls) (Bbls) (Billion) (Bbls) 
ie Ft.) (Cu. Ft.) (Cu. Ft.) 
38.28 7 £20,000 
CS SS SSS eee EE 
5.69 589,000 
3.92 274,000 3.92 274,000 
a ee re ee ee, 
io. 400> O15 47,000 30,800* 1,03 94,000 
0.65 54,000 
310,000 198,582 
10,867 
335,400 1,002,388 
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5,859,600 
a TR a a a a Ne EE ST TET A Ee ME PEE CL OS 
88.28 7,728,000 645,400 OT i, 964,000 7,071,437 4.95 368,000 


15,400* 30,800* 


Barnwell Industries, Inc. 
Oil and Gas Properties 


Provost 
Handhills Lake 
Chigwell 

Red Earth 

Hoss (Petitot) 
Amber River 
Zama-Rainbow 
Keg River 

Loon Lake 
Sturgeon Lake 
Peace River Property 
Pouce Coupe 
Simonette 
Goose River 
Cherhill 

Big Lake 
Garrington 

Milk River 
Fenn-Big Valley 
Grand Forks 
Faith-Smith Coulee 
Manyberries 
Plato 

Roncott 
Williston Basin 
Viewfield 


y 


Barnwell Industries, Inc. and Subsidiaries 
Consolidated Balance Sheet 


ASSETS 


Current Assets: 
Cash .2 cece ce bee wb wee 40 bd owl Sle er cee nn 
Notes receivable (Note A) << 22 ese cies ogee eet ra ea 
Accounts receivable — less allowance for doubtful accounts of $21,811 
($22,322 ~ 1972) cok 6 chs oe oes ae eee 
Prepaid CxPONnSOS. ooo. x e.g steve aviation ai ace cise toy ammo me ee 


Total Current ASSETS ; cc. k oe 5 6c ee ee 


Other Assets: 
Notes receivable, less: current maturities (NOLETA) prea ererreee eee 
Joint operations: account receivable: 2, .a essere tte te tee ee rae ee 
Rental property, net of accumulated depreciation of $265,342 (Note A) .............. 
Unamortized debt expense (Note. A) 2... aire: ureter testes mene eee trenrne eeeee r 
0) | ¢ <) ar eer Perr Er i AB Na mon OA oS Ce daw wee ows © 


Property and Equipment —at cost (Notes A, B and C): 
Oil and gas properties... i wi. 2b w 6 oe Seem ie cies cree ae nie eer erent a renee eee ar oe a 


Drilling rigs and. EqQuipMent % x a2 5 eis rome eee ree ene ee 
BUIIGINGS 2. 5.0 2 2 eset Figee wy cree ote oe a dete OER eine met aes oa 
Other property and equipment .. 0.0.2... oe eee ein see 


Accumulated depreciation, depletion, amortization and valuation allowances.......... 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Current Liabilities: 
Notes payable to banks and other (Note; GC) eee ce ee eer eee err 
Accounts payable ......... See epics ee eee cater ORS Coca eae nea ee 


Advances on turnkey development contracts (Note A) ..........5...65 ae ao cea 


Accrued payroll, interestiand expenSes) 5.2 ega reece pene tetr eit rarer ere 
Taxes.on income (Notes A:and D) . 2. 2.) gees = re eee en 
Current maturities on long-term debt (Note ©) crere rennin reenter eerrar err 


Total Current Liabilities 


© Te) te Te) 0) “a: ve fe: ie (6; o\ ialce) w lef eee a) vali /a, (wie) (o) @lnoures (a) al eineh ce! va) fe (4 feii(ea (eile leila} s}e oi ennes notion otter is: 


Long-Term Debt(Notes C and G): 
6% convertible Notes 2. cs. rang ck os os see ee 
Repayable advances from gas purchaser 
Demand production loans 
Other 


OMe CeO mOn nue CMor Dot Ueno ce Ce OmO Ola OG GmOlO DO Topedb Sao 
Ne ea ee et CeCe MeCN MCT TO) Cnty te Ceti Ce 65-080 ObO OF DP-OMO mG CA O Ot Sot OO OG tod SG oo 8 Go 


Cee Me ee et Ce ee CeCe a i ee ee ee ee CCI a OCC OO Ow CC? Ota SO OO Goo Ooo Oo SO Ged oo AS Gea a 


Stockholders’ Equity(Notes A, E and F): 
Common stock, par value $.50 a share: 
Authorized 2,000,000 shares 
Issued and outstanding 1,584,297 shares 
Additional paid-in capital 
Retained earnings 


See notes to consolidated financial statements. 


September 30, 
1973 1972 

$ 72,319 $ 92,885 
88,098 120,354 
T73,002 801,000 
Bo,200 28,197 
968,742 1,042,436 
603,330 549,416 

278,289 — 

— 399,967 
18,960 ~- 
59,892 59,579 

960,471 1,008,962 
8,887,269 7,274,217 
664,408 922,080 
53,946 53,946 
216,654 195,250 
9,822,277 8,445,493 
921,450 1,349,099 
8,900,827 7,096,394 
$10,830,040 $9,147,792 
$ 447,065 $ = 
1,189,292 1,001,296 
#1,/58 1,350,486 
29,781 14,067 
424,782 210,300 
2,162,678 2,576,149 
1,000,000 — 
629,798 Pisieraters 
1,228,326 373,908 
129,720 227,004 
2,987,844 1,336,069 
792,149 792,149 
2,932,391 2,932,391 
5,679,518 5,235,574 
$10,830,040 $9,147,792 


Barnwell Industries, Inc. and Subsidiaries 
Consolidated Statement of Operations 


Earnings before Taxes on Income and Extraordinary Item 
Foreign Taxes on Income (Note D) 


Earnings before Extraordinary Item 


Operating Revenues: 


Turnkey development contracts and contract drilling (Note A) ....................00. 
CAENCNC ASESA © Summer MnERT Te) re er ger Pe rn et ce 5 aR ope wi Mua tle at Ae eal’ choices are 
Interest, real estate rentals and other 


Costs and Expenses: 


Cost of turnkey development contracts and contract drilling and operating expenses. . 
Generaleandsacdiministiave eCxDensSeS..2 48 aia fe ne. eur ed oe Oe SL 
Depletion, depreciation and amortization (Notes A and B) ......................000. 
BeccrOMesdlGrOMme lias PIODEI lV gemtat er: east mre see. och a ale PLM tain ae aes Ek 
Financial expenses: 
TURES COS IRISS: 9 on eave ea akan tila) Hee A a Bek eee eae a er Ch eR 
Other, including Canadian currency translation (gain) loss (Note A) ................ 


e) Isls) so] ce! ce) Kel te) (ele lelreiie) le! lee) eo Mes jee: .9; /s1) ems! neluce) .@ me! ie) Xe 
fel ewel Te: 0] tol celltsiMel sel NieiMel Ko) ie ie) colle) tojelieliia un) (o) ‘eel Je) “6s <slrie'| (oe) le) lelia’ lefte velme)kel 1ei1e7 ie) (ey Ke) (8) (ey (a) (6) 


Income Tax Reduction obtained by utilization of loss carry-forward (Note D) 


NOTE ALNINGSE IN ClC om ana OnE) len mmenratergt tae tenet cae hart Gee oe em re aa med 6. Mote Livnedis ou bie Ss 


Earnings per Common Share (Note F): 


Bere ene MO OLCIMAnVEILCMUmemeeneret a omen) beets newer eh, caot es Suet ane, oe Chee shia leh aye © Piece) ai 
“UU OC UREN CUE a Bug dae aba ga oo ee rat Re nd RRO RK eee Ce oer or 


INGE -CEMAMING Ss 2 5-25 DSie Aig Gacsey 1G OE: ye at gear Peg 


Consolidated Statement of Stockholders’ Equity 


Shares Amount 

Balatices-at september. 0) 1971 wn ois oe es cre we aw Aw Oe 1,546,297 $773,149 
Common stock issued upon exercise of employee stock options 

INIGES TE) ace. Soe eared ap cr cds oe Oe mn ee er 38,000 19,000 
NGiealmmnosniINOles Aland B)o\ 5 ca ee ft sna Cae 6 cite os lens 

Balances at September 30,1972 ..... 0... ee 1,584,297 792,149 
NeWealmMlGSuUNOL6S AraliC Ds) tase. tines pots le cies ticle ope kee we a 

Balances at September 30,1973 .............. 0.0.0... c eee eee 1,584,297 $792,149 


See notes to consolidated financial statements. 


Year Ended 
September 30, 
1973 1972 
$4,184,871 $4,307,638 
348,160 128,020 
72,294 101,156 
4,605,325 4,536,814 
2,913,180 3,297,874 
784,554 FOS 702 
197,125 156,461 
99,019 _ 
150,936 52,694 
(43,391) 42,758 
443,944 283,265 
= 24,000 
443,944 259,265 
— 24,000 
$ 443,944 $ 283,265 
$.28 $.16 
— 02 
$.28 $.18 
Additional 
Paid-in Retained 
Capital Earnings 
$2,650,016 $1,227,769 
Xeyn ON fe) 
283,265 
2,032,091 1,511,034 
443,944 
$2,932,391 $1,954,978 


Barnwell Industries, Inc. and Subsidiaries 
Consolidated Statement of Changes in Financial Position 


Source of Funds: 
From operations: 
Net earnings, exclusive of extraordinary item 
Nonworking capital charges to operations: 
Depletion, depreciation and amortization 
Other 


eta Secret ie) sel ‘sims cei te} ie) Kabice! tal Me) Ie) 0) (9) Lo; Tefiie! elie fe heiue! ell ele! Kelmetnie:| a 


ei fe) io; fe] sel We, el Jes seudeiliey Gelso ce] cel ce! cei cell (9) memiel veiure| e) 18 101 ee! nei meiense: vellce) -0; 


Working capital provided from operations, exclusive of extraordinary item 
Income tax reduction obtained by utilization of loss carry-forward 
Proceeds of repayable advance from gas purchaser 
Additions to long-term ‘debt #2022. Wr eek iene ee ne ere ee eee 
Undepreciated costoirental property SOlC terre re ee eee re 
Proceeds from exercise of employee stock options 


S218) ohiovronie, \eris> isielMe/heiel ie) 6) ohio er eriel Of .eoueuie, Jelnel eliey lens 


Application of Funds: 
Net additions to property and equipment 2 2ac sr sr eee eee eee een ee ener 
Maturities and prepayments on long-term debt 

and repayable advance from gas purchaser 
Increase in joint operations account receivable 
Increase in noncurrent notes receivable 
Increase (decrease) in, other aSSets cece. a2 erates recces ene eee ne ree eee 
Increase (decrease) in working capital 


Details of Changes in Working Capital: 
(Decrease) it: Casi So sc x. cdeda) 5 ae te teense teeter ee eer 
(Decrease) increasexinanotes feCeiVaDIG crs acc treet aes rence er 
(Decrease) increase in accounts receivable 
Increase (decrease) in prepaid expenses 
(Increase) decrease in notes payable to banks and other 
(linerease) in accounts payables. so nm cea creer see cine eee eae enor 
Decrease (increase) in advances on turnkey development contracts 
(Increase) decrease in accrued payroll, interest and expenses 
(Increase) in current maturities on long-term debt 


ay i) felca’ se) semis! Ne) ce; ue hescel cel cel je) .e ve Mele. Kelis} iejaiel sei el eliejeilie] Mis tol Ue) iei le\liel ie ley ce 


See notes to consolidated financial statements. 


Year Ended 
September 30, 

1973 1972 
$ 443,944 § ~©259 (265 
1OveAI25 156,461 
12.205 13:538 
653,274 429 264 
— 24,000 
— 30,314 
2,229,427 515,095 

eiston eer! — 

— S01,3o%5 
$3,267,735 $ 1,300,048 
$1,986,625 $ 1,972,483 

SiwaGoe 220,856 
278,289 — 
53,914 308,089 
31,478 (26,010) 
839. 71GF Eads S578) 
$3.267ie5 $ 1,300,048 
$ (20,566) $ (342,237) 
(32,256) 15,845 
(25,928) 162,793 
5,056 (7,827) 
(447,065) 193,920 
(187,996) (AO Srledy) 
I PaTRs\ Sexe: (942,809) 
(15,714) 8,243 
(214,482) (AGOSG) 
Sy SGI E/ $(151v5,3870) 


Barnwell Industries, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements 


A. Accounting Policies 


—Principles of Consolidation 

All significant subsidiaries are wholly-owned and are included 
in the accompanying consolidated financial statements. All 
significant intercompany transactions have been eliminated. 


Deferred income taxes have not been provided on undistrib- 
uted earnings of subsidiaries ($1,211,527 at September 30, 
1973) as itis management’s intention to reinvest such earnings 
in the operations of those companies. 


—Ojil and Gas Properties 

All costs incurred in the acquisition, exploration and develop- 
ment of oil and gas reserves, including unproductive wells, 
are capitalized, limited to the discounted present value of the 
Company’s estimated recoverable reserves as determined 
by independent petroleum engineers. Depletion, depreciation 
and amortization of all such costs are provided on the unit- 
of-production method based upon estimated recoverable 
reserves of all properties. 


The Company enters into agreements whereby it acquires an 
interest in oil and gas properties by performing certain drilling 
obligations. These drilling obligations are generally fulfilled 
through turnkey development contracts under which third 
parties, primarily through limited partnerships in which the 
Company acts as general partner, earn a portion of the Com- 
pany’s interest by making turnkey drilling contributions in the 
form of cash (at least %) and non-recourse interest bearing 
notes repayable out of production. The Company capitalizes 
as oil and gas properties that portion of the cost of fulfilling 
the drilling obligations applicable to its interest retained. The 
excess of turnkey drilling contributions over that portion of the 
cost of fulfilling the drilling obligations applicable to the inter- 
est of third parties is recognized as income when the driiling 
obligations have been fulfilled and mineral reserves evaluated. 


— Depreciation and Amortization 

Provision for depreciation of other property and equipment is 
made principally on a straight-line basis over the estimated 

useful lives of the property. Annual rates of depreciation are 
as follows: 


Type of Property Rate 
Buildings and rental property 5% 
Drilling rigs and equipment 12%2% — 20% 
Transportation equipment IZVAI = ZO9e 
Furniture and fixtures MOF, 


Deferred debt expense is being amortized ratably over the 
term of the 6% convertible notes. 


— Stock Options 

No charge against income is made with respect to qualified 
options. Upon exercise, common stock is credited with the 
aggregate par value of the shares, and the remaining proceeds 
are credited to additional paid-in capital. 


— Contract Drilling Income 
The Company recognizes income from contract drilling on the 
completed contract method. 


—Translation of Currency 

The amcunts relating to the Company's Canadian operations 
have been translated to United States currency at the follow- 
ing rates: 


- Monetary assets and liabilities at the rate in effect at 
year end. 


* Revenue and expense, excluding depletion, depreciation 
and amortization accounts, at the average rate during 
each year. 


* Other accounts at historical rates. 


B. Oil and Gas Properties 


The Company has acquired oil and gas properties in Canada 
principally through the drilling of turnkey development con- 
tract wells as described in Note A. The Company also has a 
water injection pressure maintenance program in the Provost 
area which has been in operation since September 30, 1969, 
and is designed to increase the amount of oil recoverable from 
this field. Management estimates the water injection project 
will require another one or two years operation before signifi- 
cantly increased production will be achieved. The excess of 
costs and expenses over revenues associated with the project 
to date has been capitalized and the Company intends to con- 
tinue this capitalization until such time as annual revenues 
from oil and gas sales equal the related operating costs 
incurred. Likewise, recognition of provisions for depletion, 
depreciation and amortization of the Company’s investment 
in the Provost area will commence at that time. The Company’s 
investment in oil and gas properties, including capitalized 


development costs, is as follows: September 30! 


1973 1972 

Provost area of Canada $2,422,580 $2,368,340 
Other Canadian properties 6,228,575 4,376,997 
United States properties 236,114 528,880 
8,887,269 LOTT 

Less accumulated depletion, depreciation, 
amortization and valuation allowances 558,920 736,490 
$8,328,349 $6,537,727 


C. Long-Term Debt 
At September 30, 1973, demand loans consisted of the 


following: Current 
Maturities 
Demand, term loan payable to a bank in 
monthly installments of $5,640 per 
month plus interest at 1%2% over 
prime (9% at September 30, 1973) $ 169,200 $ 39,480 
Demand, production loans payable to a 
bank over terms of approximately five 
years from a portion of net production 
income applicable to the Company’s 
interest in certain Canadian oil and 
gas properties with interest payable 
monthly at rates ranging from Y2 of 1% 
to ¥ of 1% over prime (9% at September 
30, 1973) 1,613,628 385,302 
$1,782,828 $ 424,782 


Notwithstanding the demand feature of the promissory notes, 
the bank has advised management it will not demand payment 
as long as the above repayment schedule is maintained and 
the Company is not otherwise in default of its obligations. 
These loans are subject to periodic and at least annual review 
by the bank. 


In conjunction with the demand, production loans above, the 
Company is contingently liable for the repayment of an addi- 
tional $1,191,819 of production loans applicable to the portion 
of the Company's interest in the properties earned by third 
parties under turnkey development contracts. 


On November 27, 1972, the Company issued and sold to an 
individual $1,000,000 (Canadian) of 6% convertible notes due 
November 28, 1977. The notes provide for quarterly interest 
payments and allow conversion into shares of the Company's 


common stock. The conversion price is $13 (U.S.) per share, 
subject to adjustment upon the happening of certain events. 
|f the notes are called for redemption in whole or in part before 
November 29, 1974, the conversion price will also be adjusted 
to the then current market price but not less than $10 (U.S.) 
per share until November 29, 1973 and not less than $11 (U.S.) 
per share until November 29, 1974. 


The $629,798 advances from gas purchaser are the Company's 
share of such advances made to the operator of certain prop- 
erties in which the Company has interests. The contract under 
which the advances were made requires minimum payments 
out of Ys of monthly gas sales. The contract provides for addi- 
tional advances as more reserves are developed. Full repay- 
ment of the advances is due ten years after the date of the last 
advance, and the contract provides that the gas purchaser 
will have a lien on the properties to secure repayment. The 
advances do not bear interest. The Company is contingently 
liable for the repayment to the operator of $1,003,480 of 
advances made to date applicable to the portion of the Com- 
pany’s interest in the properties earned by third parties under 
turnkey development contracts. 


Substantially all of the Company’s property and equipment is 
pledged as collateral for the notes payable and long-term debt. 


D. Taxes on Income 

Income tax provisions do not bear a normal relationship to 
earnings before tax primarily because the Company and its 
subsidiaries have claimed statutory deductions such as intan- 
gible development costs and related items which are capital- 
ized for financial purposes (approximately $4,350,000 at Sep- 
tember 30, 1973). The foreign income taxes provided in the 
financial statements are applicable to the Company’s Cana- 
dian operations. No income taxes are payable for this provision 
because net operating loss carryovers are available from prior 
years. At September 30, 1973, the Company had consolidated 
net operating loss carryovers for U.S. Federal tax purposes of 
approximately $1,800,000 expiring in 1974 through 1978. Net 
operating loss carryovers and statutory deductions relating to 
the Company’s Canadian operations which are available to 
offset future Canadian tax provisions are in excess of this 
amount at September 30, 1973. 


E. Common Stock 


During fiscal 1973, the stockholders of the Company approved 
an amendment to the Company’s existing qualified stock 
option plan which increased by 100,000 shares the number of 
shares of the Company’s common stock which may be 
granted to officers and key employees of the Company and 
its subsidiaries, Options granted under this plan are to be 
exercisable at prices not less than the fair market value of the 
Company’s common shares on the date of grant, become 
exercisable 25% annually beginning one year from the date 
of grant and expire five years from the date of grant. 


Transactions during fiscal 1972 and 1973 were: 


Shares 
Options 


Reserved Outstanding Exercisable 


Balances at September 30, 1971 93,000 88,000 49,250 
Reserved 100,000 
Granted ($8.75 — $10 per share) 65,000 
Becoming exercisable ($8 — $12.375 
per share) 12,500 
Exercised ($7.125 — $8 per share) (38,000) (38,000) (38,000) 
Balances at September 30, 1972 155,000 115,000 23,750 
Becoming exercisable ($8 — $12 
per share) 26,875 
Expired ($12.375 per share) (7,500) (7,500) 
Cancelled ($10 — $12 per share) (17,500) (6,250) 
Granted ($10.25 per share) 35,000 
Balances at September 30, 1973 155,000 125,000 36,875 


F. Earnings Per Share 

Earnings per common and common equivalent share are 
based on the weighted average number of shares outstanding 
during the year, assuming exercise of all stock options having 
exercise prices less than the average market price of the Com- 
pany’s common stock. The 6% convertible notes have an 
anti-dilutive effect on earnings per share. 


G. Event Subsequent to Balance Sheet Date 

In December 1973, the Company negotiated an agreement in 
principle with a bank relating to the granting of a $5,000,000 
revolving credit arrangement convertible into a term loan. 
Management anticipates consummation of this credit arrange- 
ment early in calendar 1974. A portion of the proceeds of this 
loan will be used to liquidate certain of the Company’s long- 
term debt outstanding at September 30, 19783. 


Accountants’ Report 


Board of Directors 
Barnwell Industries, Inc. 
Shreveport, Louisiana 


We have examined the consolidated balance sheet of Barnwell 
Industries, Inc. and subsidiaries as of September 30, 1973 
and 1972, and the related statements of operations, stock- 
holders’ equity and changes in financial position for the years 
then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the 
circumstances. 


In our opinion, the aforementioned consolidated financial 
statements present fairly the financial position of Barnwell 
Industries, Inc. and subsidiaries at September 30, 1973 and 
1972, and the results of their operations and the changes in 
their financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a 
consistent basis. 


TOUCHE ROSS & CO; 
Certified Public Accountants 


Houston, Texas 
December 14, 1973 (December 28, 1973 
with respect to Note G) 
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